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Abstract The previous and latest crises confirmed that stability of external 
financing of  the  economy  is  determined  not  only  by  the  volume  of  capital 
inflow but also by its structure. It is established that a bias in gross external 
liabilities towards debt, especially short-term, may rise vulnerability to 
financial  crises.  Greater  share  of  equity  capital,  mainly  direct  investment  is  
not found  to  bear such  financial risk. The  results of  Bayesian Model  
Averaging (BMA) show that influence of variables inherent in macroeconomic 
and portfolio approaches varies depending on the type of capital inflow and 
the group of countries. We also find some arguments that equity investment is a 
more desirable form of foreign capital because debt inflows are more responsive 
to global factors and therefore more volatile. As a word of caution, we 
highlight the  need  for  diversification and  careful  monitoring  of  external  
financing sources and forms. 
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